Introduction
The process of European integration beginning with the third stage of Economic and Monetary Union has intensified the coordination of the economic and sectoral policies of the EU Member States. The process of coordination has been done in order to harmonize national economic policy objectives to minimize the negative impact of economic policy measures taken by some EU member countries to other member countries and reduce the temptation for Member States to have an inadequate behaviour. In the case of Romania achieving real convergence was an essential goal for its integration into the European Union in 2007. The issue of convergence, both nominal and real, is very important not only from the policy perspective but also from the perspective of the theory of economic growth. From an economic policy point of view in the case of persistently large (or widening) gaps between poor and rich countries (regions) there could be a need for economic policy measures (domestic and international) to stimulate a catch-up process. The convergence issue is also relevant in the political context of European integration. The Article 2 of the Treaty of European Union stipulates itself that "The Community shall have the task……to promote…… a high degree of convergence of economic performance……the raising of the standard of living and quality of life and economic and social cohesion and solidarity among Member States." In a similar vein, article 130a stipulates that "the Community shall aim at reducing disparities between the levels of development of the various regions including rural areas". Significant transfers have been provided for in the framework of the Structural and Cohesion Funds to support the process of economic convergence in the peripheral regions, i.e. regions with real per capita GDP significantly below the European Union average. From the perspective of the economic growth theory the reduction of existing gaps in developmental and income levels between countries and regions in other words the convergence of regional incomes is postulated by the neo-classical model of growth. The idea of a transitional growth path to a steady state income on which growth rates decline is the fundamental theoretical ingredient of convergence analyses.
In this chapter we analyzed the growth dynamics in the Romanian economic over the period [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] and the link between the observed growth dynamics and the economic geography of the country. The analysis of the growth dynamics is carried out at county level and using different time spans. Regarding the time spans we have first decided to perform the analysis for the whole period 1995-2008. However due to the fact that within this timeframe at least two periods with different growth dynamics can be distinguished we have broken down the whole period into three subperiods, 1995-2000 a period of recession in the Romanian economy, 2000-2004 and 2004-2008 two periods of expansion and high growth. The analysis of the growth dynamics is followed by an econometric exercise which first tries to check for the (non)existence of convergence and then we have studied to which extend the economic geography of the country is a key ingredient in the observed growth dynamics. The results on the one hand show that disparities across Romanian counties regardless of the time period under analysis have not been narrowing away. On the other hand when we look at the factors behind the observed growth dynamics, the economic geography of Romania emerges as one of the key factors behind this divergence phenomenon. Finally we have also analyzed the main patterns of trade in the Romanian economy over the period [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] . The results show that trade deficit in Romania is growing over time.
The rest of the chapter is structured as follows: Section 2 briefly reviews the neo-classical growth model as it constitutes the theoretical framework on which the empirical section of the first part of the chapter is based. Section 3 offers a thorough analysis of the growth dynamics in Romania over the period [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] . Section 4 carries out an econometric exercise to link the economic Geography of the country with is growth performance over the period [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] . Section 5 gives a general overview of the Romanian trade after the transition. Section 6 looks at the specialization patterns of the Romanian trade. Section 7 studies the geographical orientation of the Romanian exports. Section 8 analyzes in more detail the international trade during the financial crisis of the years 2008-2010 and finally section 9 establishes the main conclusions of the chapter
Theoretical framework: The neo-classical model of growth

The neo-classical model of growth
For most of the period since the end of the Second World War the analysis of economic growth has been dominated by debates which have swirled around the neo-classical growth model. The concept of convergence has its roots in this model generally referred to as the Solow model of growth and whose origin were the works of [1, 2] . The basic neo-classical model describes a one-sector closed economy with a composite single "Robinson Crusoe" agent (Household/producer) who owns the inputs and manages the production process.
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The following discussion of this model is based on chapter one of [3] In the simplest form of the neo-classical model output Y at time t is a function of the variables physical capital () Kt and labour () Lt and the level of technology which is exogenous:
The central characteristics of the neo-classical model are the assumptions that (i) The level of technology is exogenously determined.
(ii) The production factors labour and capital each have diminishing marginal products and (iii) The production function shows constant returns to scale. The level of technology () A t is considered as given. It is exogenously determined. In the long term, only a rise in technological level enables an increase in the steady state output. The assumption of a given technology to which every economy has free access is a strong simplification, given that technological progress is largely the result of research activities; however, there is some justification for this assumption. On a world-wide scale certain technological standards have been reached to which an economy can find more and more easily access (for instance software that one can download from internet sites). In general, the argument of equal access to available technology or fast technology diffusion can be considered to be valid for highly open economies with a similar level of basic education of the population.
Technology is treated as labour augmenting: In the neoclassical model of growth a key assumption is that the marginal product of capital is positive but it declines with raising capital. Hence, all other factors equal, any additional amount of capital yield a decreasing rate of return in the production function. Under this condition, capital accumulation does not make a constant contribution to income growth. The assumption of diminishing returns has been heavily challenged by new growth theory which believes for instance human capital accumulation to yield constant returns, if not increasing ones-a possibility when considering knowledge spillovers.
The condition of constant returns to scale implies that we can rewrite the production function in per capita terms. in its intensive form as it is also called:
1 An alternative assumption is that technological progress is Hicks neutral
Convergence in the neo-classical model of growth: Theoretical concept
The neo-classical model of growth postulates the convergence of regional incomes. Given the dynamics of this model of growth discussed in the previous section, one may expect that in a set of economies, which have the same steady state per capita income and which differ only in their initial capital endowment per person and per capita income, initially poor economies will grow faster than rich economies to converge finally to the same per capita income. In the literature, the phenomenon that poorer economies on average will grow faster than richer ones (over the long term) has been termed as  -convergence. Such differential growth is necessary to reduce the inter country variation of per capita income levels. A tendency for the dispersion of per capita incomes (as measured by their standard deviation) across a group of countries to fall over time has been labelled  -convergence. Clearly, progress in  -convergence is not only a function of the differential rates of growth between poorer and richer countries but also of the size of the initial income gap.
 -convergence is a necessary but not a sufficient condition for  -convergence 2 .  -convergence implies the existence of a longer-term catch-up mechanism, i.e forces which work towards the narrowing of income differences across countries. These forces, however, can be offset by temporary shocks which adversely (or positively) affect short-run growth performance. This is why the existence of  -convergence may not be fully reflected in changes of the dispersion of income levels 3 .
The basic kind of convergence to a common steady state is referred to as absolute convergence ([6, 3, 7, 8, 9, 10] ). The assumption of a unique steady state will be only satisfied if all economies have the same fundamental parameters, i.e., saving rate, population growth, capital depreciation and above all the same level of technology. The view that economic growth is a complex function of a wide range of interrelated factors over and above traditional factor inputs has led some analysts to develop the idea of conditional convergence. This remains within the neo-classical framework but describes the tendency of countries to converge on their own long run equilibrium paths as a function of a number of preconditions or "conditioning variables", i.e richer economies converge towards a high level of income, whereas poor economies converge towards a lower level income level (see [11] ). Differential growth rates then reflect the distance of countries from their own steady states 4 . This of course is a concept of convergence which has a completely different meaning from that of (absolute)  -convergence. In the case of groups of countries with broadly similar long-run equilibrium positions, there may be a tendency for (absolute) convergence within such groups (Convergence clubs) but not between them 5 .
Methodologies of convergence analysis
Convergence studies can be placed in three broad categories: Cross-Section studies for absolute and conditional convergence, panel data analysis and Markov chain analysis. I sketch their main arguments and characteristics here.
2.3.1.
Cross section estimation of absolute convergence [13] 
Cross Section estimation of conditional convergence
The available empirical evidence does not support the universal convergence hypothesis: there is no systematic tendency for poor economies to grow faster than richer ones. In fact, the dominant feature has been for diverging productivity levels and real per capita incomes between the group of advanced industrialized economies on the one hand and the developing countries on the other 6 . There are, of course, some significant exceptions, such as centrally planned economies. A more restrictive form of the "club convergence" hypothesis is the requirement that countries are broadly similar both as regards their fundamental structural characteristics and their initial conditions [9] .
the East Asian growth rates. The general conclusion however, is that countries do not tend to converge to the same balanced growth path but rather settle on different ones. Such differences would lead to steady state differences. Conditional convergence is estimated on the basis of a multivariate regression analysis with initial income and a set of "conditioning variables" i X as proxies for the determinants of the long-term balanced growth path of the individual economies.
The equation to estimate is the following one:
Conditional convergence exists if the coefficient on the initial income is negative. In other words, in case of conditional convergence there is a negative partial correlation between initial income per capita and subsequent growth.
Panel data estimation of convergence
Region-specific effects can be modelled by employing panel data estimation techniques. As a panel data estimation technique uses observations for several points in time it is built on a richer information set 7 .
The general econometric specification of a panel data model is the following one:
However in order to use OLS in the estimation, the coefficient   represents the time-specific effect affecting all individuals in period t , tT  . This specification of the model means that we estimate convergence through a two-way fixed effects model (see [21, 22] ).
The region-specific fixed effect i a determines the region´s steady state income. This fixed effect is a concept similar to taking explanatory variables or country dummy variables in the conditional convergence analysis. The difference with the conditional convergence analysis is that panel data estimation allows for continuous individual conditional effects while the former assumes to identify groups of individual units. Map 1 shows very clearly the different growth paths across Romanian counties. Giurgiu, Ialomita and Gorj at the lower end of the growth scale can be seen as isolated counties in the sense that they are not sorrounded by other counties wich feature the same growth path. Only Covasna and Vrancea are neighbors within this group. At the upper end of the scale. the best performing counties are situated in the West part of the country and Transilvanya with the exception of the capital Arges and Dolj. It is also worth to remark that the next group of counties which are above the lower end in terms of growth rates are place mainly in the North-East economic region with the exception of three counties from the Center economic region and another three counties from the South-Muntenia economic region.
Growth dynamics at the Romanian county level
Map 1. Growth rate of Romanian regions 1995-2008
If we standardized the value of the national average per capita GDP growth rate and compute each county´s relative ratio to the national average a much clearer picture about those counties which perform better and worse than the national average and how are they spatially distributed can be obtained. The results of this transformation can be seen in map 2. From the map it can be seen that 18 counties plus the capital are situated above the national average and 23 counties are below this average. Among the highest disparities between neighboring counties in a spatial sense are the cases of the BucharestIlfov county and Giurgiu and Ialomita counties. Giurgiu and Ialomita ratio is 44% whereas the Bucharest-Ilfov region ratio with the national average is situated 163% above it. Again the map shows that the Western parts of the country are emerging among the best performers. Computing the county ratios of the per capita GDP growth rates with respect to the national average give a quite interesting picture (map 5). The Giurgiu, Covasna and Satu Mare counties are the counties located at the lower end of the index (below 40% with respect to the national average). On the upper end of the scale are Bucharest and Dolj county (above 146% of the national average). The West economic region jointly with North-West and Center economic regions were the leading regions that boost the Romanian economy during the 2000-2008 period due mainly to the high investments in the auto-motion electronic industry (Timis, Cluj, Sibiu and Bihor county).
Growth dynamics and economic geography in Romania: 1995-2008
In this section we will perform an econometric exercise to test for the pattern of divergence found in the analysis of the Romanian growth by typology of region. In this section we test to which extend variations in regional market access over time have an impact on the growth rates observed across the different periods under scrutiny. Therefore, we will carry out OLS estimations regressing growth rates for three periods, 1995-2008, 1995-2000 and 2000-2008 against the initial level of GDP per capita in 1995, 1995 and 2000 respectively and the increase in regional market potential observed over the period under analysis. The data for this analysis comes from the Romanian National Institute of Statistics located in Bucharest (INSSE) which offers data on nominal GDP per capita (GDP p.c.) in the Romanian currency "new leu" (RON) at different levels of desegregation Nuts 1, Nuts 2 and Nuts 3 8 and data on annual inflation rates at country level. In our case and following the vast majority of European regional convergence analysis, we will use data for the 42 counties in which Romania is divided at Nuts 2 level. The reason why we have chosen 1995 as our initial year is due to problems with data availability and comparability. The Romanian National Institute of Statistics does not have data on GDP per capita for the years 1990-1994 at Nuts 2 level. However we could resort to use Eurostat data which is available since 1993 but these data is not computed using the same methodology since the data for the period 1993-1997 are calculated according to the ESA 79 methodology and from 1995 onwards according to the ESA 95 methodology. Therefore we have decided to start with the year 1995 in order to avoid comparability problems. Before carried out our estimations we have transformed our nominal per capita GDP figures into real values by building up a GDP deflator using the information on the annual inflation rates from the INSSE database. Regarding the other key variable, the increase in the regional market access for the different periods of time, we have first computed the regional market potential for the years 1995, 2000 and 2008 by resorting to the well-known [24] ´ (1954) market potential function. If we consider a world made up of n regions; i:1……..n, the Harris´ (1954) market potential in the ith region can be obtained as a weighted sum of the volume of economic activity in the surrounding locations where the weighed scheme is the inverse of the distance between locations. Mathematically, [24] ´s (1954) market potential in its simplest formulation obeys to the following expression:
where MPi is the market potential on location I, Yj is an index of purchasing capacity of location j (usually gross value added, gross domestic product or population), dij is the distance between two generic locations i and j and g(·) is a decreasing function. The market potential function can be understood as a measure of how far a location is from its consumer markets and therefore it can be used as a proxy for the demand potential that the whole population exerts over every location in the space. Therefore the higher is the market potential index of a location; the higher is its attraction power on production activities.
In our case we will compute market potentials for the years 1995. 2000 and 2008 proxying the volume of economic activity by the real Gross valued Added. In a second step we will compute the increase in regional market potentials over the period on which we run the estimations. Regarding the calculation of bilateral distances in the market potential function it is made on the basis of the road distances expressed in kilometres between the capital cities of each Nuts 2 region in which Romania is divided. For the calculation of the internal distance within each Nuts 2 region, it is approximated by a function that is proportional to the square root of each regions´ area. The expression used is 0.66 Area 
where area is each region area expressed in squared kilometres (km2). This expression gives the average distance between two points on a circular location (see [25, 26, 27] ) for a discussion of this measure of internal distance).
Therefore the model adopts the following form: 
Romanian trade after the transition: General overview
After 1989 the volume of Romanian international trade was very much affected by the national economic crisis. the collapse of CAER and the cold relations with Yugoslavia (because of the war) and the conflicts in the Arab countries 9 . On top of these issues we have to add the imbalances of the Romanian economy characterized by an over dimensioned industrial structure, the lack of leading technology industries and a clear development strategy at national level. Moreover, for many Eastern European economies was very difficult to reconstruct flows based on market economy grounds. Technical standard differences between Eastern and Western Europe trade goods led to a reorientation of exports towards low value added ones.
During the mid-nineties Romania exports, following other former socialist countries in Central Europe, were mainly directed to EU countries. In 1997 Romanian exports to the EU represented 55% of total exports, being the most important trade partner. However, still nowadays Romanian international trade has a marginal position within the framework of world international trade flows. 
Specialization patterns of Romanian trade: 2000-2007
As regards to the exports, Romania is specialized in sectors which are mainly labor intensive (clothing. footwear and furniture) and also in those which are intensive in the use of natural resources (steel products, wood and non-ferrous metals). On the import side, Romanian economy imports are from sectors which are capital intensive. 372%. This group is followed by the group of manufactured goods classified mainly by raw material with an increase of 194%, the group of mineral fuels, lubricants and materials derived with an increase of 176% and the group of Chemicals and related products not elsewhere with an increase of 157%. One important group of goods in terms of trade volumes but with a much lower dynamism in terms of growth is the second group miscellaneous manufactured articles with an increase of 59%.
A series of observations can be made from data collected in tables 3 and 4:
a. There is a change in the relative importance of the goods exported. In 2000 the group of goods with the highest share in total exports was miscellaneous manufactured articles (36.64%), followed by manufactured goods classified mainly by material: leather, rubber, wood, fabrics, iron, steel nonferrous metals, etc. With regard to the type of goods imported by the Romanian economy, the most relevant group both in terms of amounts, relative share and growth over the period is represented by machinery and transport equipment (group 1) with an increase from 4.1 billion euros in 2000 to almost 20 billion euros in 2007 followed by manufactured goods classified mainly by raw material (group 2) and mineral fuels, lubricants and materials (group 3) with an increase in the volume of imports from 3.8 and 1. 
Geographical orientation in exports and imports in Romania 2000-2007
Many political factors influenced the economic trade of Romania during the ´90s (Yugoslavia´s war, abolition of CAER, Arab conflicts). However, the transition of the Romanian economy towards a market economy meant also a new step in international trade basically with the reorientation of its trade to other partners which were not the usual ones. In relation to the type of goods exported (table 9) , the most important items in terms of volume were machinery, equipment and transports means amounting more than 15.8 billion euros (these goods represent in 2010 a share of 40.6% on the total value of exports), followed by metal products, paper and wood products, mineral products and agri-foodstuff, beverages and tobacco products. The only types of goods in which the Romanian economy show a strong resistance in terms of exports during 2009 were agri-foodstuff, beverages and tobacco products and machinery, equipment and transport means with an increase in exports during the worst year of the recession by 3.6% and 2.9% respectively. As in the previous years, European countries were the most important trade partner in terms of exports for the Romanian economy accounting for more than 87% of total exports.
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Asia was the second geographical area in relative importance (10%) followed at large distance by African countries (2%) and America (1%).
With regard to the imports ( The results of growth regressions carried out for the different periods show that the coefficient of the initial level of GDP per capita in each period is always positive and significant, signaling a process of regional divergence and therefore giving support to the fact that disparities across Romanian counties, regardless of the time period under analysis, have not been narrowing away. Moreover our results also point out to the fact that regional changes in market potentials positively affect Romanian cross-regional growth rates and therefore the economic geography of Romania emerges as one of the key factors behind this divergence phenomenon. Attenuation of the development gaps maintained between Romania and the EU cannot be achieved solely through the use of market forces. The Carpathian counties are among the poorest with few exceptions. There is also a clear undeveloped region in East of the country made up of Botosani, Vasluia and Tulcea and in the South taken in Olt, Calarasi, Ialomita and Gorj. Once with the integration of Romania in the European Union, the mission of the European funds will be to reduce the existing gaps within the regions in Romania and between Romanian regions and the rest of the European Union. In the second part of the chapter we have analyzed the main patterns of trade (volumes of trade, geographical area, and trade composition) followed by the Romanian economy over the period 2000-2010 in light of the growth dynamics seen in the first part of the chapter. The results show that during the years of the boom of the Romanian economy the trade deficit has increased very rapidly. We have also analyzed in more detail the period of the financial crisis, 2008-2010 and the results point out to an improvement in the terms of trade deficit. The geographical orientation of Romanian exports and imports over the whole period is mainly to European countries.
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